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The purpose of this study was to discover to what extent and how microfinance in Indonesia provide
effective financial services to small scale enterprise (SSE) so that viable programming to enhance or en-
courage entrepreneur access to finance can be best constructed. The study included a desk review of
literature, as well as case study research on microfinance contribution in some SSE in Cimanggis district.
The sampling methodology was designed to compare two groups of respondents (SSE), where both groups
were selected from business category (food and convenience).We used questionnaire to collect data. Based
on the findings, conclude the microfinance institution allows significant improvements in SSE revenue.
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1 Introduction
Unemployment issue in Indonesia is a serious con-
cern from both economic development and human-
itarian points of view. Despite widespread recov-
ery on many economic fronts since the crisis, un-
employment levels have remained stubbornly high.
But while overall unemployment is an important
concern, youth unemployment has reached crisis
levels. The overall unemployment rate in Indone-
sian is 12%, 60% of which are young people (15-24
years old). This is population represents 42 million
people. Unemployment for those under 29 is well
over 70%. Trends suggest a growing employment
gap. While the workforce is growing, fewer jobs
are being created. Women, particularly those living
outside of Java, are particularly hard hit by unem-
ployment. The majority of working youth are in
the informal sector, with low income, security, and
economic opportunities to build assets and neces-
sary skills. Indeed 62% of Indonesians under the
age of 30 survive on less than 1 US dollar per day.
This dramatic lack of employment for the youth of
Indonesia has and will have increasing impact on
the economic strength of the country, as well as
hopes for peaceful and secure progress toward a
more open and democratic society.
The microfinance sector in Indonesia is well
known throughout the world for its scale and long
history. The first microfinance program, Badan






Population 155,549,724 42,316,532 27.20%
Labor Force 105,802,372 22,995,364 21.73%
Working 94,948,118 16,398,231 17,27%
Unemployment 10,854,254 6,597,133 60,78%
Source: BPS (2005)
Kredit Desa, was established in 1898 and today In-
donesia is home to a large number of highly diverse
microfinance institutions and programs. These
range from the world’s largest commercial microfi-
nance institution, Bank Rakyat Indonesia, to thou-
sands of very small, village owned microfinance ini-
tiatives. MFIs include the following categories of
institutions:
• Commercial banks and community banks, sub-
ject to the banking act and regulated by Bank
Indonesia;
• Local non-bank financial institutions, regu-
lated by the Ministry of Home Affairs and
provincial governments;
• Cooperatives, that are subject to the coopera-
tive law and under the supervision of the Min-
istry of Cooperatives and SMEs;
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• State-owned Pawnshops, that are regulated by
the Ministry of Finance;
• A wide variety of un-regulated microfinance
institutions, including NGOs, foundations, sav-
ings and credit associations, a range of govern-
ment owned institutions, etc.
Experts estimate that there are over 50,000 (Bank
Indonesia, 2006) microfinance institutions in In-
donesia, including the large number of BRI units.
One of the key attributes of the sector is its reliance
on savings, rather than donor funding, to fund MFI
lending. Another key attribute is the strong pres-
ence of government within the sector. A recent ADB
study estimated that 72 government programs cur-
rently involve credit lines for low-income groups.
Often, these credit lines are provided in an unsus-
tainable manner that is not consistent with best
practices in financial sector development of micro-
finance.
The majority of microfinance institutions in In-
donesia are characterized by poor portfolio quality,
weak management skills, lack of efficient systems,
and lack of effective supervision or support struc-
tures. With a few notable exceptions, MFIs do not
target or serve the poor, but rather serve salaried
non-poor in order to mitigate risk. Rural areas in In-
donesia are still largely devoid of financial services
for low-income populations, particularly outside of
Java and Bali. An estimated 40 million people in In-
donesia still lack access to financial services. Much
of this is the result of a lack of capacity to design
products and efficient delivery systems to make mi-
crofinance financially viable outside densely popu-
lated urban areas or for non-salaried populations.
Entrepreneurship is the active process of recog-
nizing an economic demand in an economy, and
supplying the factors of production (land, labor and
capital) to satisfy that demand, usually to generate
a profit. High levels of poverty combined with slow
economic growth in the formal sector have forced
a large part of the developing world’s population
into self-employment and informal activities. But
this is not necessarily negative; micro-enterprises
contribute significantly to economic growth, social
stability and equity. The sector is one of the most
important vehicles through which low-income peo-
ple can escape poverty. With limited skills and edu-
cation to compete for formal sector jobs, these men
and women find economic opportunities in micro-
enterprises as business owners and employees. If
successful, entrepreneurship is likely to result in a
small- to medium-enterprise (SME). They include a
variety of firms – village handicrafts makers, small
machine shops, restaurants, and computer software
firms – that possess a wide range of sophistication
and skills, and operate in very different markets
and social environments. In most developing coun-
tries, micro-enterprises and small-scale enterprises
account for the majority of firms and a large share
of employment.
2 Literature Review
Entrepreneurship theory (Shane, 2003) stated that
entrepreneur’s ability to discover and exploit oppor-
tunity for entrepreneurial activity differs between
individuals and depends on individual’s attitude to-
wards risk taking. For instance, a risk-averse indi-
vidual is less likely to exploit entrepreneurial op-
portunity (Shane, 2003). As such, a person may
not search for or discover entrepreneurial oppor-
tunity if he/she has a negative attitude towards
risk-taking. In the same vein, an individual may
have an innovation business or service idea, and
great likelihood to access micro-finance but may
not utilize the opportunity if he/she fears risk. Be-
havioral theories such as the Theory of Planned
Behavior, specifically the Intention Theory (Ajzen,
1991) concluded that attitude towards behavior
leads to intention which eventually leads to ac-
tual behavior. Other supporting behavioral theo-
rists (e.g Crisp & Turner, 2007) found that attitude
and behavioral intention are positively related. Ev-
idences from literature show that adequate credit
aids entrepreneurship performance (Gatewood et
al., 2004; Kuzilwa, 2005; Lakwo, 2007; Martin,
1999; Ojo, 2009; Peter, 2001). The result of
such credit assistance to entrepreneurs, especially
women, is often seen in improved income, out-
put, investment, employment and welfare of the
entrepreneurs (Kuzilwa, 2005; Lakwo, 2007; Mar-
tin, 1999; Peter, 2001). Credit had positive impact
on business performance of entrepreneurs in Kenya
(Peter, 2001), income and wellbeing of women in
Uganda (Lakwo, 2007). Credit and savings had
positive impact on performance in Nigeria (Ojo,
2009). Credit and training had positive impact
on women entrepreneur’s performance in Tanza-
nia (Kuzilwa, 2005). Savings acts as insurance for
credit since women entrepreneurs lack physical col-
laterals (Akanji, 2006; Mkpado & Arene, 2007; Ver-
sluysen, 1999). Savings has been found to have
positive effect on enterprise productivity in Nigeria
(Ojo, 2009). Savings and credit was also found to
have positive effect on women entrepreneurs’ well-
being in Bangladesh, Indonesia, Ghana and Mex-
ico (Vonderlack & Schreiner, 2001). Equally sug-
gested by literature is the fact that credit and train-
ing should go together, however little the training
may be (Ibru, 2009; Kuzilwa, 2005). Skill training
is necessary to provide the needed entrepreneurial
skill for small business start-up while business or
management training provides the needed manage-
rial competence for routine and corporate decisions
(Cunha, 2007; Jill et al., 2007; Robinson & Malach,
2004; Ying, 2008).
3 Methodology
The sampling methodology was designed to com-
pare two groups of respondents (SSE), where both
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groups were selected from business category (food
and convenience).We used questionnaire to collect
data. The small scale enterprise (respondents) loca-
tion regarding this research, are close to the cam-
pus area in cimanggis district. Therefore, instead
of external control group, this study selected new
clients (number of months as SSE less than 12
months) and old clients (number of months as SSE
from 24 months to 48 months) based on the busi-
ness category they participated. This study target
up to 50 SSE, most of returned questionnaire lack
of data, as a result, we received only 28 respon-
dents (SSE) complete data. From 28 SSE, we con-
firmed 19 SSE in food business activities and 9 SSE
in convenience business activities. Moreover, from
28 SSE we confirmed 17 SSE as pioneer (old busi-
ness) and 11 SSE as new entrants. Most of SSE are
micro finance institution customer (19 SSE), other
are state bank customers (BRI, BNI). Concerning
the small number of data collection, We used non-
parametric analysis to complete the requirements
of hypothetical test.
4 Result and Discussion
The questionnaire survey was conducted using ran-
dom survey. Potential SSE respondents were ap-
proached located in cimanggis district. The respon-
dents were requested to fill up the questionnaire
and to return it back immediately to the researcher.
This study target up to 50 SSE. As a result, a total
of 28 questionnaires were collected. The question-
naire was designed especially to elicit their views
on microfinance perspective. The first section asked
the respondents’ in their business identity, The next
section asked on the respondents views on various
aspects of micro finance assistance. The items in
this section were measured using 7-point Likert.
Reliability tests were conducted to check the in-
ternal consistency of measurement items and the
Cronbach’s alpha were calculated. As Table 2 be-
low reveals reliability are satisfactory as Cronbach’s
alpha and KMO-test exceed 0.50.
Table 2: Standardized Confirmatory Factor Load-
ings
Reliability can be thought of as consistency in
measurement. To establish the reliability of the
tourists’ satisfaction measurement used in the sur-
vey instrument, the reliability coefficient (Cron-
bach’s alpha) was verified. Therefore, the reliability
of tests on the selected cultural/heritage attributes
was accomplished. Validity indicates the degree to
which an instrument measures the construct under
investigation. Content validity refers to the sub-
jective agreement among professionals that a scale
logically appears to reflect accurately what it pur-
ports to measure (Zikmund, 2000). To test the
reliability and internal consistency of each factor,
the Cronbach’s alpha of each was determined. The
results showed that the alpha coefficients ranged
from 0.8690 to 0.9167 for the four factors. The re-
sults were considered more than reliable, since 0.50
is the minimum value for accepting the reliability
test (Nunnally, 1967).
The principal components factor method was
used to generate the initial solution. The eigen-
values suggested that a perception on microfinance
factor explained 70.48% of the overall variance
before the rotation, a belief about the business
prospect factor explained 64.92% of the overall
variance before the rotation, a belief about self-
employment factor explained 76.48% of the overall
variance before the rotation, while an availability
of resources factor explained 66.38% of the over-
all variance before the rotation. The factors with
eigenvalues greater than or equal to 1.0 and at-
tributes with factor loadings greater than 0.4 were
reported. Table 2 illustrates the results of the fac-
tor analysis. The four factors were, perception on
microfinance; belief about business prospect; be-
lief about self-employment; and, availability of re-
sources.
The overall significance of the correlation matrix
was 0.000, with a Bartlett test of sphericity value of
75,108 (perception on microfinance), Bartlett test
value of 95,764 (belief about business prospect),
Bartlett test value of 95,764 (belief about busi-
ness prospect), Bartlett test value of 94,829 (be-
lief about self-employment), and Bartlett test value
of 66,385 (availability of resources) The statistical
probability and the test indicated that there was a
significant correlation between the variables, and
the use of factor analysis was appropriate. The
Kaiser-Meyer-Olkin measure of sampling adequacy
of perception on microfinance factor was 0.803,
which was meritorious (Hair, Anderson, and Black
1999). Other KMO measure, belief about busi-
ness prospect factor was 0.849, belief about self-
employment factor was 0.863, and availability of
resources factor was 0.796.
To test the data with hypothesis, Hypothesis: Par-
ticipation in micro-credit program leads to an in-
crease in income from business activities. It is
expected that respondents (SSE) who participate
longer period of time earned significantly higher
profit from food and convenience business.
Participation in micro-credit program leads to an
increase in income from business activities. SSE
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Table 3: Small Scale Enterprise (SSE) in Cimanggis
who participate longer period of time earned sig-
nificantly higher profit from food and convenience
business, in fact 17 respondent’s (SSE) out of to-
tal 19 SSE in food business received income much
higher compared to 9 respondent’s (SSE) in conve-
nience store business.
Table 4: SSE Participation (profit perspective)
The p-value for the Shapiro-Wilk test of normal-
ity for both groups is less than 0.05, p-value in year
2009 and 2010, we have p-value 0.04 and 0.02
for sales revenue in SSE business. Therefore the
normality assumption is violated. The p-value for
Levene’s test of homogeneity of variances is less
than 0.05 indicating that the variability in the dis-
tribution of average sales revenue activity among
the two groups is statistically significant. A non-
parametric test, the Mann-Whitney test was there-
fore conducted. The p-value for Mann-Whitney test
is 0.00 which is less than the chosen α level of 0.05
indicating that old respondent’s average monthly
income from business is significantly higher than
that of new respondents. This confirmed, participa-
tion in micro-credit program leads to an increase in
income from business activities. SSE Participation
in receive credit from state banks are 9 SSE and
receive credit from microfinance institution are 19
SSE, indicated that microfinance institution more
flexible and marketable.
5 Conclusion
The economic benefits of sustainable SSE are com-
pelling, and its potential effects on the develop-
ment process are equally promising. In terms of
development and social impact, the microfinance
industry allows significant improvements in quality
of life for the SSE. They can now stabilize the cash
flow of their economic activity, bringing security to
the enterprise. This allows them to better manage
spending, which often generates savings; and this
provides better standards of living to their family.
Finally, an access to micro finance institution will
increase their business and reputation.
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